S the economy has moved through recession and into the recent period of recovery, the unemployment rate, an important consideration in economic stabilization policy, has displayed a different pattern from that which had been observed in such cycles before 1973. In particular, the average level of the unemployment rate has remained uncharacteristically high for such an extended period of expansion. One reason often cited for this development is an unusual increase in the labor force participation rate since 1973, This ratio, which measures the proportion of the population of labor force age who either have a job or are looking for one, has risen markedly.
The participation rate decreased from 1/1957 to IV/1964 and subsequently rose through the period ending IV/1976. Since considerable time is required to identify a change in trend, analysis of labor market conditions, for some time after 1964, did not take into consideration the reversal in the trend of the participation rate.
This study develops a theoretical model of the behavior which determines labor force participation. Parameters of the model are estimated and used to explain the observed movements in the labor force participation rate from 1957 to 1976.
A prominent and widely accepted explanation of the labor market behavior of individuals is based on an analysis of the relative strengths of the "discouraged worker" and the "additional-worker" effects. ' The discouraged worker effect involves a negative relationship between the labor force participation rate and the unemployment rate, while the additional worker effect involves a positive relationship.
Empirical evidence has been presented which indicates that the discouraged worker effect is dominant and, therefore, on balance, there is a negative relationship between the labor force participation rate and the unemployment rate. William G. Bowen and T. Aldrich Finegan, in an extensive study of the factors influencing the labor force participation rate, concluded that their cross-sectional findings raise serious doubts xvhether the additional-worker effect dominated the participation response of any demographic group, regardless of how narrowly it might be defined."
2 Several studies using time series
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1 The discouraged worker effect is based on the postulate that decisions to enter or leave the labor market are influenced to a maior extent by the "availability" of jobs. An increase in job availability, as indicated by a general decline in the unemployment rate, induces individuals to enter the labor market; a decrease in job availability causes unemployed workers to become discouraged and to leave the labor market. The additional worker effect is based on the postulate that a rise in general unemployment induces additional workers from each household to enter the labor market in an attempt to maintain household income. 2 Wilham C. Bowen and T. Aldrich Finegan, The Economics of Labor Force Participation (Princeton: Princeton University Press, 1969), p. 487. Using time series data, however, the authors reported that, we have found no convincing evidence in the postwar record that short-period changes in the overall rate of unemployrrsent have had a large impact on the labor force participation rate of any population group other than teenagers and possibly males 65+" [p. 515] . But, data have also found evidence supporting such a conclusion. 8
Labor market behavior of individuals since 1973, however, has not been consistent with the implications of the above mentioned research findings. During the last recession, the labor force participation rate remained scarcely unchanged, despite a marked rise in the unemployment rate which began in late 1974. The discouraged worker hypothesis would have predicted a fall. Then, when the unemployment rate fell only moderately following the trough of the recession, the participation rate rose sharply; whereas, the results of these studies xvould imply a significantly smaller increase. Also, the participation rate is currently at a higher level, for the prevailing level of the unemployment rate, than would be indicated by historical relationships. Recent experience thus casts serious doubts on the validity of the discouraged worker explanation of movements in the labor force participation rate, Since the late 1960s, several studies of ]abor market behavior have taken into consideration the influence of such economic factors as changes in the real wage rate and nonlabor real income on the decisions of individuals to offer hours of work in the labor market.~The model developed in this study proceeds along similar lines.
This article consists of two parts. The first part develops a model of the overall labor force participation rate and is directed to those readers who are in- AUGUST 1978 terested in the underlying economic theory and econometric procedures. The general reader may proceed directly to the second part which uses the model to analyze the factors influencing the participation rate from 1957 to 1976,
The model relates the current period overall labor force participation rate to: current period nonlabor real income per household (income received from assets and Social Security benefits); the average real wage rate; the average effective personal income tax rate; the average effective personal Social Security tax rate; the ratio of total population to population of labor force age (16 years and over); and the previous period's participation rate. The effect of each of the first five variables is decomposed into two components. The first one, a permanent component, is the level expected to prevail in the long run. The second one, a transitory component, is the difference (in the current period) between the actual and permanent level. The lagged participation rate reflects the length of time over which perceptions regarding the permanent levels of the first four variables are formed.
Statistical estimates of the response of the current period aggregate labor force participation rate for the sample period 1957 to 1976 indicate that this rate is negatively related to the transitory eonsponents of nonlahor real income per household, the average real wage rate, and the average effective personal income tax rate. The estimates also indicate negative responses to the permanent components of nonlabor real income per household and the ratio of total population to population labor force age, and a positive response to the permanent component of the average effective personal Social Security tax rate. The response of the participation rate to the permanent component of the average real wage rate changed from negative to positive after 1964. The responses with regard to the transitory components of the average effective personal Social Security tax rate and the ratio of total population to population of labor force age and to the permanent component of the average effective personal income tax rate were found to be zero.
There are two types of movements in the aggregate labor force participation rate to he explained. One type is the long-run trend which is related to changes in the permanent component of each variable. The they prefaced, "In the light of the intrinsic limitations of time series regressions . . . , it is di~cult to place much confidence in the precise numerical results of these regressions. other type is the short-run variations around the trend which are related to the transitory components and to the lag in the formation of the perceived levels of the pernianent components.
Three suhperiods were used to analyze movements in the aggregate labor force participation rate over the 1957-76 period. The first subperiod is 1957 to 1964, a period in which the trend of the participation rate was negative. The second one is 1965 to 1973, when the trend changed to positive. The third one is 197-4 to 1976, the period cited in the introdtsction as providing evidence casting doubt on the validity of the commonly used discouraged worker explanation of movements in the labor force participation rate.
An analysis of the relative contribution of each factor to movements in the aggregate labor force participation rate indicates that trend influences tended to dominate in the first two subperiods. The major trend influence in the 1957-64 subperiod was the rise in the permanent average real wage rate. In the 1965-73 subperiod the major trend influence was the rise in the permanent average effective personal Social Security tax rate. In the last subperiod , movements in the aggregate participation rate were dominated by transitory movements in the average real wage rate, nonlabor real income per household, and the average effective personal income tax rate.
The model of aggregate labor force participation developed here uses time series data but incorporates many of the features found in previous studies which used cross-sectional data. The time series approach was selected to allow for an analysis of disequilibrium conditions. Such an analysis is not possible using the usual cross-sectional approach, because that approach applies only to data at a given point in time. An important feature of the cross-sectional studies, which this model incorporates, is the labor force participation behavior of individuals as members of households. Within the household context, the decisions of individual members of a household to participate or not are highly interrelated. Previous time series studies of labor force participation have generally tended to omit such interrelationships .e An individual of~abor force age is one who is 16 years old or over. The tenn household is defined as a single individual or a group of individuals who share (1) the total real income (after taxes) received by the group, (2) the amount of the total time of all members of labor force age allocated to such strictly intragroup activities as housekeeping, and (3) the group's jointly formed perceptions regarding the permanent levels of such factors as the household's total real income. Total real income consists of real wages received by employed members of the household, and nonlabor real income, which consists of real earnings from assets and Social Security payments. Available time is an individual's total number of hours in the current period less a pro rata share of the total number of hours of all members of the household of labor force age which are allocated to such activities as the direct production of goods and services for household consumption. It is presumed that there are both perinanent and transitory components of all factors influencing labor market participation in the current period.
0 The permanent component is the level of a factor anticipated to prevail in the long run. The transitory component is the difference between the actual experience in the current period and the permanent component,
The model used in this study of the factors influencing the aggregate labor force participation rate is based on a theory of individual choice, defined in terms of goods and leisuie. Or, viexved another way, the theory involves the allocation of an individual's time between hours of work offered in the labor market and hours of leisure. On a more technical level, the reservation wage rate is an individual's marginal rate of substitution of goods and services for leisure when all available time is allocated to leisure.°The decision wage rate is the perceived amount of goods and services the individual can purchase if a unit of time is shifted from leisure to work. If the reservation wage rate is greater than or equal to the decision wage rate, the individual allocates all available time to leisure. If the reservation wage rate is less than the decision wage rate, the individual allocates part of available time to participation in the labor market, either holding a job or seeking one. An individual's reservation wage rate in the current period is postulated to be related to the perceived permanent levels of the household's wage and nonlabor sources of total real income, tax rates on income, and the number of individuals in the household.10 The greater the permanent nonlabor or real labor income of the household in the current period, other factors constant, the greater is each individual's reservation wage rate.
1 ' The higher Labor Supply,' Econometrica (July 1974), pp. 680-81, for a discussion of the arguments underlying this postulate, 9 It is the slopes of the indifference curves representing the preferences of an individual between market goods and services (as distinct from household produced goods and services) and leisure time at the point where the indifference curves intersect the available time constraint. In constnscting the indifference curves, market goods and services are on the vertical axis and hours of leisurc are on the horizontal axis. tm0 The actual number of members in a household in the current period can be influenced by such unexpected events as deaths; the leaving of a member to form a new household as a result of marriage, divorce or a desire to be independent; the military draft or a resfuction in armed forces; and the admission of new members, for example, an elderly parent. Given these uncertainties, the members of the household are assumed to have a jointly fonned perception regarding its permanent size in the current period. This study does not investigate the factors influencing household formation. That variable is considered to be exogenous. 1 Leisure is assumed to be a non-inferior good. Thus, the farther an indifference curve is away from the origin, the the current period permanent marginal personal income tax rate or the permanent effective Social Security tax rate of the household, other factors constant, the lower is each individual's reservation wage rate.' 2
The influence of the permanent number of members (of all ages) of the household in the current period on an individual's reservation wage rate is ambiguous. The greater the permanent number of members, other factors constant, the smaller is each individual's pro rata share of the household's permanent real income, hence, the lower is the reservation wage rate. On the other hand, the larger the permanent size of the household the greater is the amount of household time presumed to be allocated to household activities.ma As a result, each individual has less available time, and the greater are the reservation wage rates.
1 ' The net influence of the permanent size of the household on each individual's reservation wage rate is thus ambiguous, depending on which of the two influences dominates.
It is also postulated that each individual's reservation wage rate in the current period is related to transitory factors. Each individual's reservation wage rate is positively related to the transitory components of both sources of the household's real income and greater is the marginal rate of substitution at its intersection with the time constraint, that is, the higher is the reservation wage rate. The greater the household's permanent real income and/or the individual's share, the farther is an individual's relevant indifference curve from the origin. 12 The greater the permanent tax rates the smaller is the after tax permanent real income of the household and the individual's relevant indifference curve is closer to the origin. The effective Social Security tax rate is the ratio of the household's total Social Security tax payments to total wage income. The effective rate is used rather than the legislated rate so as to capture the influence of changes in the maximum wage income on which the tax is levied and in the number of workers covered. t3 Some factors other than household size influencing the amount of household time allocated to household tasks are: the amount of time required to produce directly for the household goods and services by members of a household, the market price of goods and services similar to those produced directly by the household, and the price of education. These factors are assumed constant in this study. See Gary Becker, "A Theory of the Allocation of Time," For an empirical study of the factors influencing the allocation of time to household production of goods and services for its own consumption, see Wendy Lee Granim, "The Demand for the Wife's Non-Market Time," Southern Economic Journal (July 1974), pp. 124-33.
"The greater the amount of time allocated to household tasks, the closer is an individual's available time constraint to the origin. Since an individual's indifference curves are presumed to slope upward to the left in an increasing manner, their slopes are steeper as the time constraint approaches the Origin.
negatively related to the transitory components of the household's marginal income tax rate and effective Social Security tax rate. The influence of the transitory components of the household's size is ambiguous.
The preceding analysis of the factors influencing the current period reservation wage rate of an individual member of a given household is summarized in equation (1). The sign above each variable indicates its postulated direction of influence. = perceived permanent size of the j t~' household, Pi = act,sal size of the~th household.
-~-~y -:,----An individual's decision wage rate in the current period is postulated to depend on the individual's perception of the permanent real wage rate available in the market, the permanent marginal income tax rate of the household, and the individual's permanent effective Social Security tax rate.' 6 The greater the perceived permanent real wage rate, or the smaller the permanent tax rates, the higher is the individual's decision wage rate.
Just as in the ease of the reservation wage rate, the individual's current period decision wage rate is postulated to be also related to the transitory component of each factor. It is postulated that the individual's "Total real income received from employed members of the household depends on the average real wage rate, the number employed, and the average number of hours worked per employed mesnber. Attention is focused, however, On only the average real wage rate received so as not to complicate the analysis unduly.
'~The iadividual's real wage rate reflects the isifinenee of such factors specific to the individual as age, sex, education, training, and innate ability.
decision wage rate in the current period is positively related to the transitory component of the individual's perception of the market real wage rate,' 7 and negatively related to the transitory components of the household's marginal income tax rate and the individual's effective Social Security tax rate.
The factors influencing the individual's decision wage rate are summarized in equation (2) A change in the participation status of an individual in response to a given change in one of the arguments in either equation (1) or (2) depends on three conditions. They are: the existing magnitude of the difference between that person's reservation wage rate and decision wage rate, the magnitude of the response of either wage rate, and the magnitude of the change in the argument under consideration. For example, assume an increase in the perceived permanent real wage rate which increases an individual's decision wage rate. If the individual is already in the labor force there is no change in participation as DW,' The total number of members of labor force age in a household participating in the labor market (LF 1 ) in the current period is the sum of the total number of individuals whose reservation wage rates are less than their decision wage rates. Given the postulated individual behavior, the total number of individuals in a household participating in the labor market depends on the number of individuals of labor force age (PL 1 ) and the reservation wage rate of each, relative to the decision wage rate.
In moving the unit of analysis from one individual within a household to the household, it becomes impossible to derive, unambiguously, the response of the household's aggregate labor force participation without specific knowledge regarding the interactions of the individual members. This is because the decisions of each member with regard to participation exert an influence on the decisions of all other members (see shaded insert), This follows from equation (1) in which the reservation wage of every member depends on the perceived average pennanent real wage rate received by employed members and their actual average real wage rate, Without sufficient information regarding the interdependent behavior of each member of a household, the response of the aggregate participation of household members is ambiguous. Moreover, the response can changt-over time given different initial conditions in terms of the magnitude and sign of the discrepancv between each member's reservation svage rate and decision wage rate. Also, the response can change. over ti.rne as the magnitude of change in each independent variable changes.
The relationship for the n,.smber of individuals of a household in the labor market is given by equation (4). It is asswnecl that all of the permanent variables and the related actual variables in equations (1) and (2) move in the. same manner as their average values in the market. Thus, subscripts on these variables are dropped and the variable.s are defined as in the above assumption. All (If the signs are now amhignouv as
The simplifying assumption that all households are identical is made in aggregating labor force participation across households." As a consequence, the total number of individuals in the labor force (LF) in the current period is given by multiplying equation (4) by the number of households (Fl). Assuming that equation (4) The theoretical model has been expressed in general mathematical terms in equation (5). It now becomes necessary to state that equation in a specific form in order to estimate its paratneters. It is assumed that the relationship is linear in natural logarithms. There remains an additional problem to be cleared up in developing the e.mpirical form of the model which is estimated. That problem is with regard to the formation of perceptions of the permanent components.
The perceived permanent component of each variable in equation (5) cannot be observed. It is assumeci that perceptions regarding the permanent level of each variable change in the current period in response to the discrepancy between the actual and perceived permanent levels of the variable in the previous period. An example of this adinsbnent process is presented in equation (6).
Phis assumption implies that there are no distributional influences on overall labor force participation, such as changes in the distrillutior, of rsunlabor income among households, or taat such influences are small enough to be ignored,
Sources of Uncertainty
The uncertainty regarding the response of aggregate labor force participation in the household can be illustrated by two cases. The examples are not exhaustive, but they do set forth the general considerations involved in postulating the response of aggregate labor force participation at the household level. For purpose of illustration, only the influence of a change in the average market real wage is analyzed. The analysis can readily be extended to other variables.
Case I -Suppose that there are two members (a man and a woman) of labor force age in a particular household and that at prevailing individual perceptions of permanent and transitory real wage rates, nonlabor real income, and tax rates, both are in the labor force and are employed. Assume further that both the perceived pennanent market real wage rate and the actual real wage rate of each individual have a fixed relationship to the average market real wage rate paid in the economy. These proportions vary between individuals, say for example, because of different levels of education, Also assume that the woman's decision wage rate is only slightly greater than her reservation wage rate and that the man's decision wage rate is very large relative to his reservation wage rate. The woman is then the marginal 'yorker in this household.
Given these assumptions, conditions can be set forth under which the response of the aggregate household labor force participation to a given increase in the average market real svage is either negative or zero. If the response of the woman s reservation wage rate with regard to an increase in the man's actual real wage rate is greater than the response of her own decision wage rate, then she, being the marginal worker, drops out of the labor force. The man's reservation wage rate falls as a result, because the wosnan no longer brings income to the household. But since his decision wage rate increases, the difference between his reservation and decision wage rate widens and he remains in the labor force, On the uther hand, if the responses of each individual's reservation tvage rate and decision wage rate are equal, both stay in the labor fos'ce.
Ca.s-e II -This case illustrates conditions under svhich the response of aggregate honseli.old participa-
The adjustment coefficient is ?c, which can take on values from zero to unity. If X = 0, there is no adjustment; if ?c = 1, there is fnl.]. adjustment in the current period. For 0 < ?m. < 1, there is partial adjustment in the current period.
Next, it is assumed that the adjustment coefficients are equal in the formation of perceptions regarding all pennanent variables in order to simplify the algebra from that which is involved when the adjustments proceed at different rates, An equation similar to (6) tion is either positive or zero. Assume that the man is in the labor force and is employed and that his decision wage rate greatly exceeds his reservation wage rate, Also, assrnne that the woman is not in the labor force hsit is at the margin because, for her, the two wage rates are equal. She, as the marginal individual in the household, will enter the labor force if the response of her decision wage rate to an increase in the market real wage rate is greater than the response of her reservation wage rate. If she finds employment, the man will remain in the labor market if the response of his decision wage rate is greater than the response of his reservation wage rate to the additional household income brought in by the newly employed member. On the other hand, if the response of each individual's reservation wage and decision wage rate are equal, their labor market participation remains unchanged.
implications -The two cases indicate that changes in the aggregate participation of household members are influenced by the response of each member's reservation wage rate to a change in the average market real wage rate, relative to the response of the decision wage rate of each of them. The magnitude of the discrepancy between each member's reservation wage rate and decision wage rate, along with the magnitude of the change in the average market real wage rate, also exerts an important influence on aggregate participation. This last point can be illustrated by another example.
If, in Case II, the individual who was at the margin had instead a reservation wage rate in considerable excess of her decision svage rate, she would enter the labor force only if there were a sufficiently large increase in the average market real wage rate. Suppose, however, that she did enter and was employed. What happens to the employed individual? If lie were at the margin of the labor force (instead (If having a large decision wage rate relative to his reservation wage rate), he would leave the labor force due to the added income to the household contributed by the newly employed member. The net result would not be a change in aggregate participation, only ac.hange in the individuals who are involved.
for each of these variables is substituted into equation (5) Next, equation (7) is expressed as a regression equation which provides the basis for estimating the parameters of the specific empirical equation used for the analysis in Part II of this article. In the regression form of equation (7), the regression coefficients reflect the following structural coefficients: The influence of the permanent and transitory components of each factor can be readily identified from the structural coefficients embodied in each k similar test for a change in structure s as al o mated coefficients of all the added v'triablcs are zero. performed for the period after 1973. That period was Thus, the test do s not reject the h pothesi of no the one in which the labor force participation rate change in structure after IV/1973. moved in a different mannei from that predicted by the di couraged ssoiker hypothesis. The regression form of equation (7) was estimated for the sample period 1/1965 to IV/l976 the period found in the previous test to have a stmucturc different from that Additional tests resulted in the estimated equation of the 1/1957 to IV/1964 period. Then the dummy reported in the third column of Table I The F test variable D -1.0 after 1% /1973 ssas introduced, and (F = .93) did not ieject at the 5 percent lesel of th equation xs as ree timated as in the previous test.
significance th -null hypothesis that all di omitt 'd The F test (F = 1.10) does not reject at the 5 percent coefficients from the second column a e zero, The level of significanc the null hypothesis that the~estu vtted equation repoi-te I in Table   lunin 
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Such projections, however. are based on known values of the lagged participation rate. The question thus arises regarding the abi.lity of the model to generate projections several quarters ahead when simulated levels of the lagged parti.cipatior.i rate are used instead of known levels. The model was simulated dynamically over the sample period usi.ng the actual level of the lagged participation rate for the first quarter of 1957 and then using the simulated level thereafter,
The siraulation results are presented in Chart IL A comparison of the actual and simnu].ated levels inchcates that the model simulates the labor force participation rate very well. The simulation picks up the change in trend after 1964 and there are no prolonged periods of over or under projections. The correlation between the actual and simulated levels is .99. The largest absolute error is .59 percent in 1/1958. The root-mean-squared error is .24 percent, only shghtly l.arger than the standard error of the estimated equation, The error for the last quarter of the simulation is .50 percent, indicating that the errors do not accumulate signi.ficantly over time. There is virtually no systematic bias in file simulation as indicated by an average error of -,01 percent. 25
23 Another measure of sitnsilation accuracy is Theil's inequality coefficient, 'i'he ctlefiieiesit for the dynamic simulation results is ,002, cousipam'ed with a coefficient of xero for perfect forecasts. Decomposition of the total error indicates that the
Ratios
.58 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 Source, Us. Department ol Labor r 1
Results of Ex Post Dynamic Simu~ation Labor Force Pailidpalion RaIe
There are two stages in the analysis for each subperiod. Fi.rst, the relative contribution, of each item reported in Table 1 , Column 3, is ascertained for each subperiod by converting the estisnated response of file p•artici.pation rate to a standardized statistical measure called the beta coefficient.
2~T he larger a variable's beta coefficient, without regard to sign, the greater is the ecntribution. The beta coefficients in each of the subperiods are reported in Table II .60
,58
60
.58 the directions of influence of the dominant forces as indicated by the beta coefficients, are ascertained from observed movements in the underlying data within the subperiod and the sign of each coefficient.
An examination of the relative magnitudes of the beta coefficients (without regard to signs) for the 1957-64 subperiod (Table II) indicates that trend influences were the most important in explaining movements in the labor force participation rate. The largest influence was the permanent component of the average real wage rate; the second largest. the permanent component of the average effective personal Social Security tax rate; and the fifth largest, the permanent component of the ratio of total population to population of labor force age. The major short-mn influence was the lag in the formation of perceptions regarding the permanent level of each variable. Its beta coefficient was the third largest.
The direction of influence of each permanent component on the trend in participation is identified by examining the longer-ruin movements in the underlying variables that existed within at least a major portion of the 1957-64 suhperiod. Nonlabor real income per household rose at a~.8percent average annual rate from IV/1960 to IV/l965; the average real wage rate rose at a 2.5 percent rate froni IY/1957 to IV/1968; and the average effective personal Social Security tax rate rose at a 5.5 percent rate from 1/1957 to 1/1966. The ratio of total population to population of labor force age rose at a 0.6 percent rate from IV/1957 to IV/1961, followed by little change to W/1966. Given the estimated signs of the coefficients of the permanent components, all the variables menHoned, except the average effective personal Social Security tax rate, moved in such a maimer as to produce the negative trend in the labor force participation rate during the 1957-64 subperiod. Table II indicates that, during the 1965-73 subperiod, trend influences on the labor force participation rate were still of major importance. In terms of beta coefficients, the permanent component of the average effective personal Social Security tax rate ranked second; the permanent component of the ratio of total population to population of labor force age ranked third; and the permanent component of the average real wage rate ranked fourth. The dominant short-run influence was the lag in the formation of perceptions regarding the permanent levels of the variables, as in the previous subperiod.
Three of the variables continued to rise, but at slower rates than in the 1957-64 subperiod. Nonlabor real income per household increased at a 1.6 percent annual rate from IV/1965 to IV/1973; the average real wage rate rose at a 1.0 percent rate from IV/1968 to IV/1973; and the average effective personal Social Security tax rate increased at a 2.3 percent rate from 1/1966 to IV/1972. The movement in the ratio of total population to population of labor force age changed directions from that of the previous subperiod, decreasing at a 0.8 percent rate from IV/1966 to IV/1973. In contrast to the previous two subperiods, movements in the labor force participation rate were dominated by short-run influences during the 1974-76 subperiod. While the lag in the formation of perceptions regarding the permanent levels of the variables was the dominant short-run influence, the transitory components also exerted a significant influence.
According to Table II , the transitory component of the average real wage rate ranked second; the transitory component of nonlabor real income per household ranked fourth; and the transitory component of the average effective personal income tax rate ranked fifth. The dominant long-run influence was the permanent component of the ratio of total population to population of labor force age which ranked third.
Three of the variables fluctuated widely during the 1974-76 subperiod. Nonlabor real income per household fell at a 7.3 percent annual rate from IV/ 1973 to 1/1975 and then rose at a 2.7 percent rate through IV/1976. The average real wage rate decreased at a 2.7 percent rate from 1/1973 to 1/1974, was about unchanged to the end of 1975, and then rose at a 3.9 percent rate through IV/1976. There was a great drop in the average effective personal income tax rate in 11/1975 followed by a substantial rebound through the period ending IV/1976. Movements in the other two variables were less volatile over the subperiod. The average effective personal Social Security tax rate rose only slighfiy from 1/1973 to IV/l976, while the ratio of total population to population of labor force age continued to fall steadily at a 0.9 percent annual rate.
Given such a short interval of time from 1974 to 1976, it is exceedingly difficult to relate, with any degree of precision, observed movements in the aggregate labor force participation rate to specific longrun and short-run influences, Movements in the average effective personal Social Security tax rate and the ratio of total population to population of labor force age suggest that the previous subperiod's upward trend in the participation rate continued in the last subperiod. The decreases in the first part of the subperiod in nonlabor real income per household and the average real wage rate and the sharp decrease in the average effective personal income tax rate in early 1975 suggest that the participation rate was above its underlying trend at that time. Subsequent movements in the three variables would seem to indicate that by the end of 1976 the participation rate was close to its underlying trend value.
The preceding analysis identified the major "proximate" influences on movements in the labor force participation rate over 1957-76. The term "proximate" is used because each of the variables cited in the analysis responds to many independent influences. For example, both the average real wage rate and elements of nonlabor real income per household are determined by the interaction of demand and supply in many markets. Thus, observed values of these two variables reflect the joint influence of many factors, such as advancements in technology, government actions, and influences from outside the United States economy. Changes in the ratio of total population to population of labor force age reflect changes in the age distribution. Changes in the two average effective tax rates reflect changes in tax laws.
It is difficult to identify and to trace out all the independent influences on the labor force participation rate during the 1957-76 period, so only some conjectures can be offered regarding the independent influences believed to be important.
The earlier analysis suggested that movements in the participation rate in the 1957-64 suhperiod were dominated by trend influences. The subperiod was characterized by great advances in technology and a boom in capital formation, both of which contributed significantly to the rising average real wage rate. Legislation increasing the tax rate and expanding the number of workers covered increased the average effective personal Social Security tax rate. The rise in the ratio of total population to population of labor force age reflected the postwar "baby boom"; that is. population under 16 years of age rose faster than population of 16 years and over.
Movements in the participation rate in the 1965-73 subperiod were also trend dominated. There were two major trend influences, One was the increase in the average effective personal Social Security tax rate due to legislation which increased the basic tax rate, raised the maximum level of wage income to which the rate applied, and expanded the coverage. The other influence was the decrease in the ratio of total population to population of labor force age as the individuals horn during the "baby boom" began to turn 16 and the birth rate declined.
In the 1974-76 subperiod. transitory influences dominated movements in the labor force participation rate. There was markedly greater short-run variability in the avei-age real wage rate, nonlabor real income per household, and in the average effective personal income tax rate than earlier. One interpretation of the source of the increased variability in the first two factors attributes the variability to the great increase in the relative price of energy in 1974 which resulted in a reduction in the economy's ability to produce goods and services.
25 According to that interpretation, the reduction in productive potential decreased the average real wage rate and nonlabor real income per household in the subperiod. As a result of the and then rebounded quickly.
A final observation is that the influence of the postwar "baby boom" on movements in the overall participation rate has been greatly overemphasized by some analysts, They argue that a major reason the aggregate participation rate decreased up to 1964 was that mothers stayed home to care for the children. And, then, as the children became older, the mothers entered the labor market and the participation rate began to rise. The analysis presented in this article, however, found that while the influence of the "baby boom" on the labor force participation rate was important, economic factors generally exerted a greater influence.
APPENDIX DATA SOURCES

From: U.S. Department of Commerce
The National Jneome and Product Accounts of the United States, 1929 -1974 , A supplement to the Survey of Current Business All data series are seasonally adjusted except Bureau of the Census household data.
